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STANDING COMMITTEE REPORT NO. %2284
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SUBJECT: TO AMEND SECTIONS 804 AND 810 OF TITLE 53 TO
REMOVE THE EARNINGS TEST FOR PERSONS ELECTING
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The Honorable Wesley W. Simina
Speaker, Twenty-Second Congress
Federated States of Micronesia
Fifth Regular Session, 2022

Dear Mr. Speaker:

Your Committee on Health and Social Affairs to which was
referred C.B. No. 22-226, entitled:

“A BILL FOR AN ACT TO AMEND CHAPTER 8 OF TITLE 53 OF
THE CODE OF THE FEDERATED STATES OF MICRONESIA
(ANNOTATED), BY AMENDING SECTION 804 THEREOF, IN ORDER
TO REMOVE THE EARNINGS TEST FOR PERSONS AT AGE 65 WHO
ARE ENTITLED TO OLD AGE RETIREMENT BENEFITS, BY
AMENDING SECTION 810 THEREOF, IN ORDER TO ALLOW
INDIVIDUALS NOT FULLY INSURED AT RETIREMENT AGE TO
ELECT TO RECEIVE AN OPTIONAL LUMP-SUM PAYMENT FOR
THEIR FULL TAX CONTRIBUTION INTO THE SOCIAL SECURITY
SYSTEM, AND FOR OTHER PURPOSES.”,

begs leave to report as follows:

The intent and purpose of this bill are expressed in the title.

SCRL 22-63/C.B. NO. 22-226/H&SA COMMITTEE
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On July 6, 2022, your Committee conducted an oversight hearing
on the Social Security Administration implementation of Title 53
of the Code of the Federated States of Micronesia through its
regulations, rules, policies, administrative directives, forms
and memorandums.

Your Committee requested the Social Security Administration
(SSA) to provide all documents on the SSA implementation of
Title 53 of the Code and SSA implementation of Regulation No.3,!
including but not limited to: 1) policies; 2) administrative
directives; 3) white papers; 4) rules; 5) memorandums; and 6)
FAQ documents.

In response to the Committee’s request, SSA submitted the
following to the Committee:

1) Adopted SSA Regulation No. 3;

2) PM 1500.1 — Policy on Mandatory Retirement;

3) AP-800, Policy on SSA Member Fees for social security
numbers; employer ID, benefit allotments and change of
address;

4) Administrative Directives Nos. 1 through 6, and 8 through
49;

5) White paper on social security benefit calculation,
earnings test eligibility for benefits and contribution
payments;

6) White paper on employer and self-employed persons
obligations under the social security system; and

7) FAQ on benefit eligibility and determinations, employer
and employee contributions, foreign workers, lump sum

! Regulation No. 3 is the current adopted SSA regulation enforced by the SSa
to implement Title 53 of the Code and supersedes all other prior ssa
regulations.
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options for retirees, among other related SSA regulatory
efforts.

Your Committee conducted a detail review of the documents
identified above prior to the hearing and analyzed the documents
in preparation for the oversight hearing. C.B. No. 22-226 is
introduced in order to address the concerns raised at the
oversight hearing.

The Committee provides a bill summary of C.B. No. 22-226 below:

1) C.B. No. 22-226 removes the earnings test for persons at
age 65 who are electing to receive retirement benefits;

2) C.B. No. 22-226 allows persons not fully insured at
retirement age to receive their full social security tax
contribution. Individuals will only receive their employee
contribution into the social security system, not the
employer contribution; and

3) C.B. No. 22-226 clarifies that persons under the age of 60
are not eligible for retirement benefits and thus are not
subject to an earnings test for retirement benefit
purposes.

SUMMARY OF COMMITTEE ON HEALTH AND SOCIAL AFFAIRS July 6, 2022
OVERSIGHT HEARING RELEVANT TESTIMONY TO C.B. NO. 22-226:

H&SA Committee Members present at the hearing: Chairman Ferny S.
Perman, Vice Speaker Esmond B. Moses, and Senator Joseph J.
Urusemal.

Non-H&SA Committee Members present at the hearing: Senator
Victor V. Gouland
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Witnesses present at the hearing: Chairman Jack Harris, Vice-
Chairman Vincent Tafileluw, Administrator Leon Panuelo Jr.,
Deputy Administrator Francky Ilai, Trustee Albert Falcam,
Trustee Nakama Sana, and Trustee Nena C. Ned.

Committee Chairman opened the hearing and welcomed the Social
Security Administration Board, Administrator and Deputy
Administrator, and Trustees testifying at the hearing.

Committee Chairman expressed serious concern on Social Security
Administration (SSA) benefit determinations, disparate impact of
applying the earnings test to retirees at age 65 years old and
foreign citizen workers’ eligibility for social security
benefits and recovering contributions. Committee Chairman
explained that allowing persons who have elected to received
retirement benefits to continue to work at age 65 will actually
help the SSA financial stability, because if retirees are not
subject to the earnings test they can continue to work and
contribute. As a result, retirees age 65 and above continue to
pay into the social security system, instead of only taking
benefits from the system.

Committee Chairman questioned witnesses on the human impact of
the current law and regulations requiring the implementation of
an earnings test to persons applying for retirement benefits at
65 years old. Committee Chairman asked the SSA to opine on the
impact of removing the earnings test from persons claiming
retirement benefits at 65. Committee Chairman explained that
the current law has the effect of penalizing persons who have to
work to support themselves, their families and even extended
family. Retirement benefits are not enough, especially with the
high costs of fuel and increased living costs. Committee
Chairman detailed real life examples of persons being stripped
of their retirement benefits, if the SSA finds out that they
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have a small business (mom and pop shop), which they have to
make ends meet.

Committee Chairman questioned the witnesses on what SSA policy
actions the administration took in response to the studies
conducted on the impact of increasing the mandatory retirement
age to 65 on the social security system. Committee Chairman
reflected on Congress’ decision to increase the mandatory
retirement age from 60 to 65 for public service system
employees, and similar efforts in the states. The mandatory
retirement age is 65 in Kosrae, but the mandatory retirement age
remains at 60 in Pohnpei, Yap and Chuuk.

SSA Chairman testified that eliminating the earnings test for
persons receiving retirement benefits at age 65 will place the
SSA in a difficult financial position. SSA Chairman explained
that the burden is on the person requesting retirement benefits
to prove they are not earning an income. SSA Chairman detailed
how the law gives the person the option to elect for retirement
benefits at age 60 without an earnings test in exchange for only
receiving 50% retirement benefits. Otherwise, retirees can
elect for 100% retirement benefits at age 65, but they cannot
have any income.

Committee Chairman asked the witnesses to provide information on
the highest and lowest amount of retirement benefit awarded per
month, because $100 is not enough to sustain a person and their
family.

SSA Chairman testified that the insufficiency of retirement
benefits to support living costs is a serious concern the SSA
Board and Administration are actively discussing. Deputy
Administrator discussed a proposed bill currently under review
by the President. Deputy Administration explained that the
proposed bill will provide a third option for persons electing
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to receive retirement benefits. Under the third retirement
benefit option, a person can elect to receive retirement
benefits at age 65 without an earnings test, but the person can
only receive 70% retirement benefits for the rest of their life.
A person who elects the third option must waive their right to
receive 100% retirement benefits, but can work or have another
source of income. Retirees’ income under the third option, like
other workers, are still subject to social security tax
contributions. 1In Kosrae, a worker does not have to wait until
age 65 to elect the third retirement benefit option, but can
election to call the third option at age 60, because the
mandatory age of retirement is 65 under Kosrae law.

Committee Chairman asked the witnesses to explain how they apply
the earnings test and how much income is subject to social
security tax contributions.

SSA Administrator testified that for every $2 earned in income,
the employee pays $1 into the social security system. The first
$300 of income is not subject to the earnings test.? The employee
contributes 7.5% of their income toward social security with a
matching contribution from the employer of 7.5% on the
employee’s salary, for a total of 14% contribution per each
worker into the social security system.?

Committee Chairman asked the witnesses to report on the number
of persons who have applied for, and been approved and denied
for retirement benefits, disability benefits, and survivorship
benefits.

SSA Administrator testified that the SSA has approved 6,427
applications for social security benefits. Majority of the

2 53 FSMC §603(7) and Regulation No. 3 §6.
3 53 FSMC §§901-902.
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approved social security benefits are for retirement benefits,
amounting to approximately 54% (3,521) of the approved
applications. 1,168 of the 3,521 retirement benefits awarded go
to persons who have elected for 50% retirement benefits at age
60. 654 out of 1,168 retirees receiving 50% retirement benefits
are working. 2,353 of the 3,521 retirement benefits awarded go
to persons who have elected for 100% retirement benefits at age
65 or above.

The second largest group of benefit applications approved are
for surviving spouse benefits at 32% (2,037 approved
applicants), followed by surviving children benefits at 9% (553
approved applicants), and disability benefits at 5% (316
approved applicants). SSA Administrator did not have the
statistics on the number of state government employees that have
applied for retirements benefits at age 60 in comparison to age
65 with a breakdown by state.

Committee questioned the SSA on the time-line for processing
back-pay of benefits and resuming benefit payments, where later
determine that benefits wrongly cut-off, reduced, or denied.

Deputy Administrator testified that it takes up to 1 year for
retirement benefits and up to 2 years for disability benefits.
After Committee follow-up on the 1 to 2 year time period to pay
back-pay and resume benefits, the Deputy Administrator stated
his statements were referring to the time limits on persons
collecting retroactive benefit payments. Deputy Administrator
explained the SSA issues payment for back-pay and resumes
benefits right away when it determines the SSA wrongly cut-off,
reduced, or denied benefits. Deputy Administrator added that
since benefit payments are issued on a monthly basis, benefit
eligibility is also determined on a monthly basis. According to
the Deputy Administrator, in the case where an individual is no
longer eligible for benefits on the last day of the month, the

-7 -
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SSA can seek to recoup that month’s benefit payment as
overpayment.

Committee Chairman explained that many people have the
misconception that the employee contributions during their work
life-time and their employer’s contributions will be enough to
sustain them and cover all benefits received; but this is not
accurate. The social security benefit net is not endless. The
social security system functions under the premise that the
younger generation will pay to support the older generation.
The SSA needs more people contributing to the social security
system, than taking from the system. Committee Chairman
explained that a better understanding of the social security
system inner workings is necessary to make SSA related policy
decisions.

Committee sought clarification on the SSA interpretation of
Title 53 FSMC §807 (lump-sum benefits) in comparison to Title 53
FSMC §810 (optional lump-sum payment), and foreign citizen
eligibility for social security benefits. The Committee
followed-up with more questioning on the SSA treatment of
foreign citizens under Title 53 FSMC §809 in comparison to Title
53 FSMC §810. Committee asked the SSA to opine on how they
apply the optional lump sum payment provision under Title 53
FSMC §810, and if SSA works with foreign country social security
entities to determine foreign citizens working in the FSM
eligibility for SSA benefits.

Deputy Administrator testified that the SSA does not usually
work with foreign country social security entities, unless there
is a specific reason, such as pursuant to the Totalization
Agreement with Palau and Marshall Island. Deputy Administrator
explained that the SSA treats foreign citizens as if they are
FSM citizens when determining social security benefit
eligibility, if FSM citizens receive reciprocal treatment by the
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foreign country social security entity. Foreign citizen,
similar to FSM citizens, are subject to meeting the required
number of quarter coverage to be fully insured. Deputy
Administrator explained that the optional lump sum payment to
foreign citizens Title 53 FSMC §809) provides foreign citizen
workers with the option to receive 4% of their social security
tax contribution (cumulative covered earnings) paid into the
social security system, but the foreign citizen will lose all
quarters of coverage earned. The foreign citizen cannot use any
prior quarter coverage earned, if they return to work.®

Committee Chairman questioned why foreign citizen workers are
only eligible for 4% of their cumulative covered earnings under
the optional-lump sum payment, rather than their full employee
contribution. Committee Chairman also inquired on residency
requirements.

Deputy Administrator testified that the 4% of cumulative covered
earning under the optional-lump sum payment to foreign citizens
is based on the 4% employee contribution requirement at the time
the law was enacted. Deputy Administrator explained the 4%
provision remained after the employee contribution increased by
law. The current employee contribution is 7.5%. Deputy
Administrator also testified that in order for the foreign
citizen to receive the optional lump sum payment, the foreign
citizen must have resided in the FSM for 10 years, and residing
in the FSM for at least 1 year preceding the application to
receive payment.

Title 53 FSMC §809 has a separate provision defining residency
requirements. It is important to note, the residency

! Noteworthy, Administrative Directive No. 36 provides that the optional lump
sum payment to foreign citizens will be paid 6 months after the foreign
citizen ceases residency in the FSM.
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requirement provision only apply to payment of benefits to
foreign citizens, no other provisions under Title 53 FSMC.

Title 53 FSMC §809 defines residency to require foreign citizens
to reside in the FSM for 180 days out of the last 365 days in
order to receive benefits.

Committee Chairman closed the hearing highlighting his concern
on retirees losing their social security benefits at age 65 when
they need supplemental income to support themselves and their
families. Committee Chairman affirmed his commitment to
supporting workers, retirees, and persons with disabilities by
ensuring the sustainability of the Social Security
Administration. Committee Chairman opened the floor to closing
statements from Committee members and witnesses.

SSA Board Member (Yap) stated the SSA is at the mercy of
Congress to help supplement the social security system with the
decline of the SSA investment portfolio. SSA Board Member
explained that the beneficiary contributions are exhausted and
the SSA is now paying for these benefits from the Trust Fund.S

® Oover 80% of all current beneficiaries have exhausted their contributions.
Contributions into the system: $50,902,938; Benefits paid out of the system:
$188,769. 161; Difference between contributions into the system and benefits
paid out of the system: -$137,866,223. See SSA July 6, 2022 Power Point
Presentation at 21.

“Because social security is a defined benefit program, current collections
are paying for current benefits. That is how 82% of current beneficiaries
have ended up receiving more than what they paid into the system. This is
why mechanisms that control eligibility must be adhered to at all times.
Further, while this is the nature of defined benefit programs, actuarial
studies have shown that the gap is too high. It is for the reason that
changes have been made in the last decade or so such as instating
contribution requirements, increasing the number of quarters required to
qualify for benefits, increasing the tax rate, and etc”. Id.

- 10 -
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SSA Chairman acknowledged the fiscal situation of the social
security system. SSA Chairman discussed how the law has
maintained the same employer-employee contribution level, while
the number of beneficiaries continue to rise. SSA Chairman
opined that adding jobs across the nation will increase social
security contributions and by virtue address some of the fiscal
problems the SSA is facing.

Committee Chairman thanked the Social Security Administration
for their testimony and adjourned the hearing.

CONCLUSION

The Committee on Health and Social Affairs has reviewed and
considered all testimony from the July 6, 2022 Public Hearing
and documents received from the Social Security Administration,
including the SSA presentation submitted to the Committee on
July 6, 2022.

Your Committee on Health and Social Affairs is in accord with
the intent and purpose of C.B. No. 22-226, and recommends
passage on First Reading and that the bill is placed on the
Calendar for Second and Final Reading in the form

attached hereto, as C.B. No. 22-226.

- 11 -



STANDING COMMITTEE REPORT NO. ZZ-%2

SUBJECT: TO AMEND SECTIONS 804 AND 810 OF TITLE 53 TO
REMOVE THE EARNINGS TEST FOR PERSONS ELECTING
RETIREMENT BENEFITS AT AGE 65 AND ALLOW PERSONS
NOT FULLY INSURED AT RETIREMENT AGE TO RECEIVE
THEIR FULL SOCIAL SECURITY TAX CONTRIBUTION
UNDER THE OPTIONAL LUMP-SUM PAYMENT PROVISION

SEPTEMBER (2, 2022

Respectfully submitted,

Ferny S. Perman, chairman Tiwiter Aritos, vice chairman
Florencio Harper, member Perpetua S. Konman, member
Esmond B. Moses, member Aren B. Palik, member

Joseph J. Urusemal, member
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Respectfully submitted,
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Yahoo Mail -‘Re: SCRL CB 22-225 & 22-226 https://mail.yahoo.com/d/search/keyword=esmond/messages/AOd2...

* Re: SCRL CB 22-225 & 22-226

From: Esmond Moses (esmond.moses74@icloud.com)

To: edwardaldeha@yahoo.com

Cc:  fperman@mail.fm; aritos@congress.gov.fm; flosingharper@gmail.com; pskonman@congress.gov.fm;
arenpalik59@gmail.com; joeurusemal@congress.gov.fm; jordanfanny2@gmail.com;
jayleenirons218@gmail.com; eliseksadel14@gmail.com; andychoor@gmail.com; yrondon@congress.gov.fm;

ycr2@georgetown.edu; rufesmoria@gmail.com

Date: Tuesday, July 26, 2022 at 11:56 AM GMT+11

Kaselehlie Aldeha,

Can this email be a reflection of my signature? If so, please print this as my signature for the two reports.
Esmond Moses

Sent from my iPhone

On 25 Jul 2022, at 2:49 PM, uYahoo <edwardaldeha@yahoo.com> wrote:

Hi Committee Members,

Resenting the attached above mentioned subject for your review and
signature. Staff assist the members print out a copy for their review and
signature and also email back to use the signed copy. Appreciate it

Regards,

Aldeha

<SCRL 22-226 H&SA.pdf>
<SCRL 22-CB 22-225 H&SA.pdf>

lof 1 02/08/2022, 10:29 am



FSM Social Security Administration
P.O. Box L
Kolonia, Pohnpei FM 96941
Tel. No.(691) 320-2708 Fax No. (691) 320-2607
E Mail: FSMSSA@mail.fm

July 21, 2022

The Honorable Ferney S. Perman

Chairman, Committee on Health and Social Affairs
21st FSM Congress

Government of the Federated States of Micronesia
Palikir, Pohnpei FM 96941

Subject: Your Committee on Health and Social Affairs' Request for Statistical Data and
Documentation on the FSM Social Security program

Dear Chairman Perman:

Once again, thank you for the meeting held on July 6, 2022, to address concerns or issues that your
committee had regarding the FSM Social Security Administration (FSMSSA) program. The FSMSSA
(Board of Trustees and Management) is appreciative of your committee's continued support of the FSM
Social Security program. We hope that our discussion has satisfied some of the issues or concerns that
the committee had.

Nevertheless, as requested by your committee through legal counsel, Ms. Rondon, enclosed are the
following statistics and documentation with a summary of each for your easy reference and use.

1. Statistics on Social Security Benefit Application Filed and Denied — CY2021
e A total of 585 benefit applications filed, and only three (3) or 0.5% denied
e 270 of the 585 benefit applications were for Retirement(RE) Benefit, all were at 50% election,
and none denied

2. Statistics on the number of Survivors' Benefits paid beyond employee-employer SS Tax
Contributions
e Active Survivors' Benefit payments (Spouse and Children) exceed SS Tax Contribution by
$29,095,865.04 as detailed below:
o Spouse (SP) benefits exceeds SS Tax contribution by $30,647,551.94
o While dependent children (DC) benefits is less SS Tax contributions by $1,551,686.90
e 2,032 current active SP beneficiaries;
o 1,596 (79%) have exhausted SS tax contributions while 436 (21%) haven't.
e 544 current active DC beneficiaries;
o 100 (18%) have exhausted SS tax contribution while 444(82%) haven't.
e In summary, a total of 2,576 active survivors' beneficiaries;
o 1,696 or 66% have exhausted their shares of SS tax contributions while 880 or 34%
haven't.
o This represents a net excess of $29, 095,865.04 in survivors' benefits over the employee-
employer SS tax contributions.



3. Sample Letters/Forms
e Administrator's denial letters/fforms for DC, DI, and Lump sum claims
e Request for evidence letters/forms
¢ Board appeal denial decision letter/form

4. Impact of a cap on survivorship benefits once the decedent's employee-employer SS tax
contributions are exhausted
o Based on the data on survivorship benefits payments verse SS tax contributions, capping the
survivorship benefits once it exceeds SS tax contributions would be beneficial to the FSM
Social Security program. The net excess of $29,095,865.04 in survivors' benefits over SS tax
contributions could have been saved or invested. However, an actuarial study is needed to
determine the appropriate cap level that would suffice in sustaining the FSM SS program.

5. Statistics on State Government Employees that applied for Retirement Benefit at age 60-64 vs.

65 & up by State

e 3,384 or 93% of the 3,630 State government employees applied for RE benefits at the age of
60-64 years old ;

e While 246 or 7% of the 3,630 State government employees applied for RE benefits at age 65
and over.

In addition, please note that the proposed amendments that the FSMSSA Board of Trustees had
approved will be transmitted to The President, His Excellence David W. Panuelo, momentarily for his
review, comments, and transmission to Speaker Simina and hopefully consideration by the 215 FSM
Congress.

Finally, the FSMSSA is appreciative of the yearly $1 million funding assistance from the FSM Congress
over the past years, and we are hopeful that such vital funding assistance to our nation's only Social
Security program will continue for this upcoming fiscal year 2023 and beyond.

We stand ready to assist with any inquiries that you may have regarding the enclosed statistical reports
and documentations.

Sincerely,

/5/)/_

Leon Panuelo, Jr.
Administrator

Attachments

Cc: Chairman, FSMSSA Board of Trustees



5. Statistics on State Government Employees' Retirees by State

Age Applied for Retirement
Benefit

State 60-64 >65 Total
Chuuk 1,700 135 1,835
Kosrae 333 13 346
Pohnpei 845 51 896
Yap 506 47 553
Total 3,384 246 3,630
% 93% 7% 100%




FSM SOCIAL SECURITY ADMINISTRATION
P.O.Box L
Kolonia, Pohnpei FM 96941
Tel. No. (691) 320-2706/2708 Fax No. (691) 320-2607
E-Mail: ssclaim@mail.fm

Date

Addressee
Dear Claimant:

Please be informed that your application for [_] Retirement; [_] Disability; [] Surviving Spouse;
] Surviving Adopted Child (ren); (] Lump Sum; is hereby [_] Denied; [] Put on Hold; for
reason(s) indicated below:

[] Insufficient number of quarters: Required  earned .

[] still require additional documents.

[ ] still employed and earning wages

[] Remarried

[] Other
However, pursuant to FSM Social Security Regulations Section 100.45, all claimants whose
applications for benefits are denied by the Administration, or the Administration takes action to
reduce or stop previously authorized benefits, have the right to appeal such decision to the Board
within 60 calendar days of the date of denial of the application, or the issuance of a notice that
benefits will be stopped or reduced. All appeals must be in writing and filed at either the local

FSMSSA Offices or the home office in Pohnpei, within the 60-day time frame. A failure to
appeal within this time frame renders the decision of the Administration final.

Should you have any further questions, please contact your local Social Security Office.

Sincerely,

Leon Panuelo, Jr.
Administrator

Xc: FSMSS Branch Manager
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